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PRINCIPLES OF DIRECT COSTING 


AN 


By W. R. Waicut 


Mr. Wright, a partner in the firm of Stevenson, Jordan & Harrison, 
New York City, has been responsible for installations involving 
nearly every phase of management engineering, including standard 
costs. He has been with the firm ever since his graduation in 1929 
from the University of Michigan, in Mechanical and Industrial 
Engineering. This discussion on Direct Costing formed a part of 
the Technical Sessions at the 33rd Annual Cost and Management 


Conference of the S.I.C.A. last July. 


APPRAISAL OF MANAGEMENT — PART II 
By MicHaEL ALBERY 


Dr. Michael Albery, professor at Boston College, is the author of 
numerous papers on finance and industrial management. His more 
recent articles for Cost and Management have been “The Cost of 
Cost”, “Basic Data”, and the first part of “An Appraisal of 
Management” which appeared in the June issue. Prior to his 
appointment to Boston College, Dr. Albery was connected with 
Socony-Vacuum, Anaconda-Copper-Giesche. Ford-International and 
others. 
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Editorial Comment... 


Fringe Benefits and the Accountant 


With each successive labour contract, the element of “fringe benefits” 
takes on added significance. Although such benefits have reached the 
point where they comprise a healthy proportion of the cost of labour, 
surprisingly few financial executives know what their actual cost to the 
company is. 

A recent study by the Harvard Business Review indicated that the 
total cost of fringe benefits per productive hour worked, in the United 
States, had reached 48.99 cents by the beginning of 1953—a rise of more 
than 60% in five years. 

How did this happen? Much of the growth was directly due to 
management itself. The pattern was established in the 1940's when 
executives, forced by the drain on manpower imposed by war, resorted 
to expensive “extras” to lure and hold workers. These were often hasty 
offers, ill thought-out and not carefully checked as to what the actual 
cost would be. 

Once established, the fringe benefit was hard to get rid of. It was 
not only here to stay, but to grow. The Harvard study, covering the 
years 1948-1953 indicated that fringe benefits were well on the way to 
becoming as important as wages themselves. It showed that the biggest 
cost to management was in that category known as “group benefits” - 
pension plans, health and hospital insurance, life insurance, etc. Not 
only the most expensive, this group was also increasing the fastest, 
having climbed to a point almost 80% higher in 1953 than in 1948. 
Second largest fringe benefit bill being paid by industry was for time 
not worked—sick pay, vacations, holidays and rest periods. 


What of the future? It would appear that management will be 
asked for more and more fringe benefits in the next year, with the 
guaranteed annual wage likely to be among the demands that follow. 
Unions, realizing that the present steadiness in the cost of living pre- 
cludes any great wage demands, will ask for greater pension, health 
and insurance benefits, with lower employee contributions. The trend 
will be toward those things which give the worker greater insurance 
against layoffs, against hardships for himself and his family. More and 
more the worker’s dependents as well as he himself will be included in 
the demands of the unions. 

Management, therefore, will be required to discuss the fringe benefit 
at great length in many bargaining sessions. They will need to know 
what a fringe benefit costs, both immediately and in the long run; 
directly and in terms of production loss. Long and careful consideration 
will have to be given each extra asked for—is it going to tie down the 
company? Is it a temporary alternative for a demand which the com- 
pany cannot grant, or is it a real and justified benefit for the companys 
and the employee’s good? What will it cost? What precedent will it set? 
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EDITORIAL 


For intelligent bargaining, both management men and union men 
must know what these fringe benefits mean in terms of cost and of 
competitve position. At this time when competition in industry is greater 
than it has been for a long time; when cost cutting and cost control to 
maintain a competitive price are the watchwords, management is not 
going to consider lightly the matter of expensive fringe benefits. 

A recent address before the American Management Association 
warned of the growing importance in bargaining of the fringe benefit. 
“The fringe benefit marks the area of greatest concern in this year’s 
administration of the overall industrial relations programme, and the 
scope of union demand has broadened and spread until we seem to have 
reached the point where no man knows where the fringe ends or the 
benefit begins . . . the one strong weapon with which we can arm our- 
selves is knowledge.” 

The forward-looking industrial accountant, then, will not be un- 
aware of the importance of the fringe benefit in industry today. It rests 
with him to see that both parties at the bargaining table are armed with 
the knowledge they need to reach fair and equitable agreements. 


Toronto R.I.A. Honoured 


J. Grant Glassco, O.B.E., C.A., R.I.A., has recently been elected to 
the presidency of the Canadian Institute of Chartered Accountants. He 
is a senior partner of Clarkson, Gordon & Company, and a past president 
of the Institute of Chartered Accountants of Ontario. 


Mr. Glassco, a member of the Toronto Chapter, is well known to 
many members of the Society of Industrial and Cost Accountants, and 
has been the guest speaker at meetings of a number of Chapters. 





ACCOUNTANT 


Accountant, age 32, holding C.A. and R.I.A. degrees, seeks 
change of position. Presently employed as Controller of medium- 
sized department store. Address correspondence to 

BOX 44, COST AND MANAGEMENT 
66 King Street East Hamilton, Ontario 
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Medal Winners... 





C. A. SABISTON, B.Com. J. A. McCLEERY, C.A. 


The Society announces with pleasure the winners of the two national 
awards for high achievement in the final examinations. 

The H. M. Hetherington Gold Medal, given for the highest marks 
in the Advanced Cost Accounting examination across Canada, was won 
by C. A. Sabiston, B.Com., of Vancouver; and the D. R. Harrison Gold 
Medal, awarded for the highest marks in Canada on the Fundamentals 
of Cost Accounting examination goes this year to J. A. McCleery, C.A., 
of Toronto. Mr. McCleery is also the winner of the H. P. Wright Gold 
Medal for the highest standing in the Province of Ontario. 

Mr. Sabiston was born in Toronto,: Ontario, where he graduated 
from Lawrence Park Collegiate and then entered the Royal Canadian 
Naval Reserve. He later moved to the west coast where he obtained a 
B.Comm. degree from the University of British Columbia in 1948. He 
is presently employed with Peat, Marwick and Mitchell, Chartered 
Accountants, in Toronto. 

Mr. McCleery, who has just returned from a five months holiday 
abroad, is employed with the firm of McDonald, Currie and Company, 
Chartered Accountants in Toronto. Mr. McCleery was educated at the 
Northern Vocational School and the Central High School of Commerce 
in Toronto. During World War II, he served with the Royal Canadian 
Regiment, until 1945. At that time, he joined the firm of Robert W. 
Adams, Chartered Accountant, where he remained until 1949 when he 
took up his present position. Mr. McCleery was admitted to member- 
ship in the Institute of Chartered Accountants of Ontario, in 1950. 
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Educational Director .. . 























DR. CALVIN POTTER, B.Sc., M.A., Ph.D. 


The appointment of Dr. Calvin Potter of Montreal as Director of 
the Educational Foundation of the Society, was announced recently by 
the Board of Trustees. 

The Society’s Educational Foundation, which Dr. Potter will direct, 
was established to implement an extensive programme of research in 
accounting education. The findings of such research will form the basis 
for broad amendments to the course of studies leading to the R.LA. 
designation. The Educational Foundation is a non-profit organization, 
supported by the voluntary contributions of business enterprise. 

Dr. Potter was born in Montreal in 1909. During World War II, 
he served for five years with the Canadian Army. Later he received his 
Bachelor of Science in Commerce degree from Sir George Williams 
University in Montreal, and his Master of Commerce degree from McGill 
University. He was awarded the McGill-Glasgow Exchange Fellowship 
in 1950 and spent the following year studying in Scotland, at Glasgow 
University. He was granted his Ph.D. from McGill in 1953. 

For the past year, Dr. Potter has been a Senior member of the 
Audit staff of P. S. Ross & Sons, Chartered Accountants, in Montreal. 

Dr. Potter, who was formerly a member of the Faculty of McGill 
University, has also accepted an appointment as Assistant Professor of 
Commerce at McMaster University. His work there will be concerned 
with the new Bachelor of Commerce course. 
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The girl with the MARCHANT 
IO A.M, < has finished...the other will still 


be figuring at closing time 








The priceless hours a MARCHANT calculator The 
saves on daily figurework can mean many po 
extra hours of profitable, productive Figuremaster 
effort from everyone on your staff 

who is now tied down to old- 
fashioned figuring methods. 


Call the local MARCHANT MAN 
and get a time-test run on your 
own figurework. You'll discover 
that for simple, accurate, 
time-saving operation... 


Any way you figure—IT'S MARCHANT! *s 







(Y) Q RCH ) NT SALES AND SERVICE THROUGHOUT CANADA 





rere c---------------3 
ier J Find out how a MARCHANT calculator will help cut your | 
{ figurework costs and lighten your figuring burden. Mait | 
| this coupon with your business letterhead for free... | 
i Index to Modern Figuring by Marchant Methods . oO | 
i Descriptive literature on Marchant Calcviotos . . . OF | 
4 MARCHANT CALCULATORS, LTD., TCRONTO 2B, CANADA | 
The World’s Finest and Fastest Calculator 
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C& M Round-Up... 


By N. R. Barroor, R.I.A. 

The Yukon 

The gold rush days of the 90’s may be repeated within the next few 
years. This time hydro electric power, cobalt, nickel and other essential 
metals is the gold of the 50's. 

Conditional upon government licensing, work could start in 1955. 
These are a few figures: 

Over a period of seven years 483 million would be spent to harness 
the waters of the Yukon. 

Initial development planned, would produce 880,000 h.p. 

Ultimate objective at an additional cost of 400 million would be 4.3 
million h.p. 

57.2 million would be spent on smelters and refineries. 

Estimated annual outputs of minerals are: 


Cobalt Nickel Tron Manganese 
Million Ibs. Thousand tons 
1956 a & 35 
1957 | 1.9 122 32 
1960 Zot ote 122 32 
1962 3.7 80.5 210 160 


Nickel output in 1962 would be nearly one-third of that of Inter- 
national Nickel Company. 
How Efficient Is Your Office? 

These are a few of the latest wrinkles in office aids. 

A duplicating machine and process capable of producing 500,000 
copies. 

A centralized time keeping system eliminating the use of papers or 
card punching by the plant worker. 

Invisible writing — a sheet of paper invisibly recording your voice. 
Fold it, drop in an envelope — may be used 2000 times. 

Central recording equipment — at a cost of approximately $115 per 
individual, 1 to 12 individual instruments attached to one master unit. 

Two-side duplicating — a machine which combines all the features 
of the Multilith process with simple control will duplicate both sides of 
any paper. 

Clean copying — a new process specially designed for short runs on 
duplicating is a completely clean process. 
Education —Financial Post 

It is an accepted principle that education is one of the most 
important factors in our civilization. What has it accomplished in 
cold figures? These are the results of recent surveys made by the United 
States Chamber of Commerce. 

Income 

Those with college or high school education had . . . 

73% of the $5 to 6,000 incomes 
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77% of the $6 to $7,000 incomes 
79% of the $7 to $10,000 incomes 
82% of the $10,000 or more incomes 
Political activity 
52% of the college educated | 
26% of the high school educated ‘ Were politically active. 
16% of the grade school educated | 
18% of the college educated } 
34% of the high school educated 4 
51% of the grade school educated | 


Were completely inactive 
politically 


Farm Production 

High school or college trained farmers operated: 

57% of the farms producing $10,000 per year or more 

40% of the farms producing $5,000 to $10,000 per year 

31% of the farms producing $2,500 to $5,000 per year 

Farm operators with eighth grade education or less, operated: 

69% of the farms producing $2,500 to $5,000 

75% of the farms producing $1,200 to $2,500 

84% of the farms producing less than $1,200 per annum 
Conventions Fortune 

Did you know that there are approximately 75,000 conventions each 
year in the U.S. and a proportionate number in Canada? These range 
from annual meetings of trade associations, semi-annual furniture shows 
to company conventions for dealers and salesmen. Of course the learned 
societies are included in this total. 

Most company conventions provide, a boost in morale, displays of 
company policy and perhaps a vacation for top executives. 

Trade shows are held to find out what is new in the industry, to dig 
up new customers and to get some more business. 

What do those who attend conventions think about them? 

Speeches — Most convention goers profess to like them. There is, 

however, sharp disagreement in the kind of speech preferred. 

Contacts — This seems to be an over-riding factor in all conven- 

tions. On the one hand it is a chance for the lower rank to get to 

know the top echelon and vice versa. Small firms use the con- 

vention as a means to get orders and attention. Large firms, with 

established markets, treat conventions as good will expeditions. 

With all their drawbacks they seem to fill a need in our economy. 
and undoubtedly millions of business men will continue to attend the 
annual convention. 


Electronics in Business Now 
Here is the position of electronics in offices as of today: 
Presently in use by — 
Insurance companies, where money can be saved by quick calcula- 
tion and storage of statistics. 


336 





fe 


gg 


— 


Tn ™ © ©} we 


— 





C. & M. ROUND-UP 


Transportation, where automatic reservations save time and mis- 
takes. Also routing and allocation of freight. 

Telephone offices, where electronics can place long distance calls 
and bill customer. 

Banking, for clearances. 

Publishing houses, for subscription records. 

Mail order houses or anyone needing up to date continuous inven- 
tory and ordering systems. 

' Large payrolls can economically use electronics. 

Wherever it is necessary to keep large quantities of statistical in- 
formation on record and quickly available. 

Compact electronic “memory” units can store huge quantities of 
information and recall anything with the flick of a switch. 


PERSONALS 


Charles W. Ray, R.1.A., has been appointed Chief Accountant and 
Office Manager of Matthews-Wells Limited in Guelph, Ont. A member 
of the Toronto Chapter, Mr. Ray was formerly with the Massey-Harris- 
Ferguson Company. 

J. S. Hall, R..A., a member of the Niagara Chapter, has been 
appoionted Manager of the Hamilton Division of Canadian Cottons 
Limited. He was formerly General Manager of Hebert Motors Limited. 
Welland, Ont. 

D. S. Read, R.1.A., has joined the Dunlop Tire & Rubber Goods 
Company, Toronto, to design and install a standard cost system for their 
new plant at Whitby, Ont. A member of the Toronto Chapter, Mr. Read 
was previously Cost Department Supervisor for the Amalgamated 
Electric Corporation, Toronto. 

Bruce Penn, R.I.A., has been promoted to the position of Account- 
ant of Cosmos Imperial Mills Limited, and J. Spencer Turner Company 
Limited. A member of the Hamilton Chapter, Mr. Penn was formerly 
Assistant Accountant. 

Donald J. R. Potts, a student member of the Toronto Chapter, has 
been promoted to Comptroller of Addison Industries Limited, Toronto. 
He was previously Cost Accountant. 

Robert J. Menary, R.I.A., C.P.A., City Treasurer for the City of 
Hamilton, retires from office on September 30th this year, after 41 years 
of service to the City. Tribute was paid to Mr. Menary by the Mayor 
of Hamilton and others at a recent meeting of the City’s Board of 
Control. Mr. Menary is a member of the Hamilton Chapter of the 
S.LC.A. 

E. R. Perkin, R.I.A., Treasurer of Pur O Lator Products Canada, 
Ltd., has been elected to the Canadian Board of Directors of that com- 
pany. He is a member of the Toronto Chapter, S.1.C.A. 
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Books in Review... 


CREDIT AND COLLECTION MANAGEMENT — (2nd edition) 1954 
by William J. Shultz, L.L.B., Ph.D., and Hedwig Reinhardt, Ph.D.; 
published April 9, 1954, by Prentice-Hall Inc. of New York; pp. 687 
and index. Price $9.00. 

Reviewed by R. E. Ottver, B.A., C.A., R.LA. 

The timeliness of this second edition adds considerably to the value 
of this excellent book which is already recognized as an authoritative 
and comprehensive text book. In the period from 1939 to 1953 business 
has not needed to concern itself too greatly with credit or collection 
management. As a result older executives have forgotten many of the 
lessons learned in the depression years and the younger executives have 
never had a chance to learn them from experience. A careful reading 
of this book should assist us to get our credit and collection machinery 
overhauled and ready for the greater demands on it which appear to be 
imminent. 

Both of the authors are in the Bernard M. Baruch School of Business 
and Public Administration at the College of the City of New York. Asa 
result they have kept in mind the possible use of this book as a text and 
each chapter is followed by a number of review questions and a list of 
supplementary reading. The suitability of this book as a student’s text 
book does not render it unsuitable as a practical guide to the busy credit 
manager. Rather, by recalling the needs of the student the authors have 
added clarity and readability for the benefiit of those who have got out 
of touch with basic theories of credit. There is a discussion of the credit 
problems of each of the larger business institutions which grant credit 
— including banks, personal finance companies, retail stores and 
mercantile companies. 

The principles of credit analysis and the methods of credit control 
and organization which are so lucidly expounded are as valuable a guide 
for the Canadian as for the American reader for whom the book is, of 
course, primarily written. Even the passages on the legal aspects of 
enforcement of collection are valuable as they have 11uch in common 
with Canadian legal practices. The chapters on the various collection 
and credit reporting agencies may well be skimmed over and reference 
made to a Canadian text such as “Credit and Collections in Canada” 
published in June 1953 by the Ryerson Press, Toronto, for a descrip- 
tion of those Agencies that perform the same functions in Canada. The 
chapters on Dun and Bradstreet however should not be bypassed as the 
organization of this unique agency varies little between the two countries. 

While the book is of a uniformly high standard, the reviewer found 
certain sections to be especially appealing. The following were among 
those more appealing sections, 

The chapters on collection correspondence, on financial statement 
analysis, and the discussion on marginal credit risks. 

The only field not covered to the satisfaction of this reviewer was 
that of the mechanics of co-ordination with the sales department and of 
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BOOKS IN REVIEW 


the authorization of credit in the mercantile institution. However an 
excellent case for the desirability of such co-operation is made and 
stressed throughout the book. 

The authors have brought their new edition up to date by the 
addition of discussions of newer credit phenomena such as credit unions 
and retail credit practices and by bringing statistics up to date since 
1947. Nevertheless, probably the greatest value of the book will be to 
remind us of the credit lessons taught by the pre-war depression. These 
old lessons were not too timely during the years of scarce goods and 
ample money, during and subsequent to World War II. It is desirable to 
avoid learning these lessons by costly experience. To read and to digest 
this book is a veritable education in the whole field of credit for the 
American and only slightly less so for the Canadian reader. 


HUMAN BEHAVIOUR IN INDUSTRY 
by W. W. Finlay, A. Q. Sartain and W. M. Tate. McGraw-Hill Book 
Company Inc., New York 1954. Industrial Organization and Management 
Series. Pp 247. 

Reviewed by Mary Draper, B.A. 

Wherever several people gather together to accomplish some object 
as a group, the relations of one with the other become of vital importance 
to the success of the venture. Nowhere is this more aptly demonstrated 
than in industry, where large numbers of people are grouped together to 
produce, to supervise and to control. Here the problem is intensified 
by the fact that some must hold supervisory positions, some executive 
status, and some must do the actual labour of producing the goods. 

In this easily-read book we find a modern and usable approach to 
the many problems in human relations with which management is be- 
sieged. From the foreman up to the president, the whole field of dealing 
with people is discussed. The writing is clear and straightforward, the 
material presented in such a way as to make very interesting and profit- 
able reading. 

The authors have all been associated with the Southern Methodist 
University’s Institute of Management. Professors Sartain and Tate are 
still associated with Southern Methodist, while Professor Finlay has 
become the director of the Business Institute at Antioch College, Yellow 
Springs, Ohio. Supervisory executives from all over the southwestern 
United States have been sent by their firms to take the Institute of 
Management's course, “Human Relations for Foremen and Supervisors”. 
This in itself is an eloquent testimony to the work and the opinions of 
these three professors. 

“The responsibility for the development of the book belongs largely 
to industry, for it began as a part of a growing recognition by industrial 
leaders for a sound approach to the problem of getting good personnel 
relations in industry. Industry is responsible for more than helping to 
get the course started. It has helped evolve the subjects discussed and 


339 











COST AND MANAGEMENT 


much of their treatment by criticism and constructive suggestion from 
those attending and from their bosses. It has endorsed what we have 
done .. . by continuing to send its supervisory executives to take the 
course.” 

Thus the authors describe the evolution of the book, through the 
course and with the help and encouragement of industry. From an 
awareness on the part of industry that human relations are a vital factor 
in the production machine, has come a series of lectures, and, ultimately, 
this book, presenting the problems and some of the solutions in human 
relations met by industry. 


INDUSTRIAL INTERNAL AUDITING 
by W. A. Walker and W. R. Davies; published by McGraw-Hill Book 


Company Incorporated, New York, Toronto, London; 1951; 1st Edition 
2nd Impression; BP323 and Index; Price $6.00. 


Reviewed by Grorce Mo.ter, D.Jur., C.A., R.LA. 

This very instructive text, although not written this year, came only 
recently to the reviewer's attention. Both authors are high level execu- 
tives of the United States Steel Company and apparently eminently 
qualified to deal with the subject of internal auditing in industry. The 
book is a result of a course on this subject given at the University of 
Pittsburgh and comprises a thorough discussion of the objectives, scope, 
authority and history of internal auditing. The instructive text is 
supplemented by five case problems with a sample solution for the first 
one on construction auditing. Solutions to the other problems are avail- 
able according to the index. 

In the reviewer's opinion, this book will certainly be very useful in 
educating internal auditors for industry, which function is the more 
important because the increasing needs for professionally equipped 
personnel cannot be filled from the ranks of specialists, as this pro- 
fession had its beginning, in an organized way, only a few years ago 
(the Institute of Internal Auditors was formed in 1941). The financial 
officer in practice will find the text a very valuable refresher and will 
certainly appreciate the ready-made check lists for various important 
functions as reproduced in the chapters dealing with functional audits. 

A chapter, “Planning and Making the Audit”, deals with the 
relation to the external auditor and with the selection of the items to be 
placed on the audit programme within the limits of economy. 


In many respects, the book not only touches, but discusses, basic 
organizational problems, although from the auditing approach, still in a 
very instructive and comprehensive manner. As an example, the 
chapter on “Production Planning and Costs of Manufacturing” which 
starts with the production planning function and then discusses the 
auditing approach to this function, deserves to be mentioned. The 
sub-headings of this chapter are quite informative: Receipt of Orders 
and Order Changes; Scheduling of Orders; Inventory Control; Cor- 
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respondence Files; Order Backlog; Production Recording; Testing the 
Production Records; Comparison of Actual Production Methods with 
Anticipated or Budgeted Methods; Scrap, Defective Material, and 
Other Losses; Cost of Manufacturing Reports and Statistics. 

The text even includes a chapter on the “Purchase of a Business”. 

Generally speaking, the reviewer found the book a very valuable 
source of attractively arranged up-to-date information which will be 
equally useful to the Controller and his staff as it may be to the external 
auditor who wishes to co-operate fully with his internal counterpart. 


INVESTMENT PRINCIPLES AND POLICY 


by Ralph B. Pickett and Marshall D. Ketchum (Harper & Brothers, 1954, 
pp. 820. $6.00) 


Reveiwed by Dr. Micuaet A.LBeEry, Boston College 


When a reviewer has in front of him a massive volume of over eight 
hundred pages it is natural for him to raise the question whether the 
subject matter has to be treated within such large dimensions or whether 
it could be braced into more moderate frames. Having read the book 
this reviewer came to the conclusion that it was hardly possible to the 
authors to make such an extensive treatment of the field in a smaller 
book. Professor Pickett teaches Economics at the University of Ken- 
tucky. Professor Ketchum teaches Finance at the University of Chicago 
and is also editor of the Journal of Finance. Both must have spent 
several years on their commendable work and they certainly deserve 
congratulations for their achievement. 

Part I of the book is entitled “The Background of Investment”, 
Part II “The Instruments of Finance” and Part III “Investment Policy”. 

Every chapter of the book is composed of several sections and each 
section has an indicative subtitle. There are sub-headings on practically 
every page of the book and this makes the reading easier and, of course, 
also accounts for the size of the volume. The purpose of the book is to 
help the individual investor, as well as the college student. The 
presentation is made from the viewpoint of the individual as distin- 
guished from the institutional investor. 

Uppermost in the mind of each investor should be a programme 
adapted to his particular requirements. For this reason the authors 
are not content with the treatment of stocks and bonds only, but devote 
two chapters to insurance problems, a chapter to real estate securities 
and a chapter to real estate and commodity investments. By so doing 
they have established a precedent which cannot be overlooked by 
future new publications and by authors preparing new editions of 
already existing works in the field of investments. 

A special feature of the book is the discussion of the investment in- 
formation sources, counsel firms, advisory agencies. It certainly is correct 
that an investor cannot know all about stocks, that “little learning is a 
dangerous thing”, that it is wise to “listen to advice and counsel from 
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whatever source it emanates” (p. 209), that security salesmen are not all 
analysts and that brokerage firms have “no income unless people buy 
and sell” and that “investor should understand that he cannot always be 
certain of the disinterestedness of the salesman”. (p. 193). 


With regard to political risks in investment it is stressed that 
“business decisions today are influenced to a greater degree by political 
factors” (p. 707) and that “the most intelligent action by the individual 
may be nullified by conduct of government”. The authors stress the 
need of an organization for the “aggressive promotion of investor 
interests” (p. 722) so that “undesirable proposals for legislation . . . he 
opposed”. “Such an organization . . . might have a definite programme 
covering such issues as the management of the federal debt, the forms 
and rates of taxation, the promotion of competition in American in- 
dustry, ete....” (p. 723). 


This volume certainly is a fuli and comprehensive treatment of the 
subject of investment. The authors have produced a clear, readable, 
modern book which will enjoy a wide adoption as a text. Good editing 
and perfect manufacturing deserve a special mention. Teachers and 
students alike will welcome this excellent book. Though the authors 
emphasize that they present the subject from the point of view of the 
individual investor, this reviewer is of the opinion that analysts working 
for institutional investors will also benefit greatly from the study of this 
outstanding work. 


OBITUARY 


It is with sincerest regret that we announce the death of Mr. R. B. 
LeCocq of Fort William, Ontario. Mr. LeCocq, who was a partner of the 
firm of Crawford, LeCocq and Company, had been for some years a 
member of the Fort William - Port Arthur Chapter of the Society. 

Mr. LeCocq was drowned in Lake Superior on July 24th, while on a 
fishing trip. 

The Society extends its deepest sympathy to the family of Mr. LeCocq 
in their sudden and tragic bereavement. 
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For a New and more Remarkable 
way to prepare Payroll Records 


UNDERWOOD 










Hours 

Tange © 
we 750 pie nines 
nnd 2 4 7 bi4 


The Underwood Sundstrand Payroll 
Machine automatically prepares all re- 
lated forms in one original recording. 


Because of its ingenious design, it lists 
entries vertically on the employee’s 
statement yet prints the identical entries 
in columnar arrangement on the em- 
ployee’s earnings and tax record and 





Accounting Machine Division 


Underwood Limited 
Head Office: 135 Victoria St. 
Toronto 1, Ontario 


Branches in all principal cities 


i 
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The Original 
Touch Methed 


SUNDSTRAND 


payroll register in the conventional 
manner. 


It provides 20 register units for ac- 
cumulating totals or computing control 
balances. 

After the posting is completed, it auto- 
matically ejects and stacks cheques in 
numerical order in a convenient and 
handily accessible tray. 


Underwood Limited 
135 Victoria St., Toronto, Ont. 


Please send me literature, further describing 


your new Underwood Sundstrand Model E 
Accounting Machine, 


Name_ 





Title_ 





Company 





Address__ 





City. 
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Principles of Direct Costing .. . 
By W. R. Wricut, 


Partner, 
Stevenson, Jordan & Harrison, New York. 


Following from last month’s article on Planning and Control Through 
Budgets by Mr. Richardson of Canadian General Electric, this paper 
discusses the latest means of profit planning for management — that is, 
through Direct Costing. The principle of direct costing as a basis for 
financial reporting and cost analysis has been advocated by many and 
treated with reservations by many others. This author, an advocate of 
the method, discusses the basic philosophy and essential characteristics of 
direct costing as well as its effect on inventory valuation and financial 
reporting. 
~ CHARTING the course to more profitable operation of your 
business, are you handicapped by old and inferior instruments of 
navigation? The present economic situation makes it vital that you 
have the latest and most precise instruments available. One of the 
important areas for management to do an accurate job of charting the 
most profitable course is in the area of Profit Planning and Cost Control. 
The latest and most effective means of providing management with 
sound profit planning and cost control techniques is through the appli- 
cation of Direct Costing along with all of the cost control features of 
conventional Standard Costs and Flexible Budgets. 


In order to evaluate the kind of instruments and methods you are 
providing for your management, it is well to review the development of 
Profit Planning and Cost Control techniques. 


Costing procedures based on actual historical expenditures were 
developed around 1850 by a British accountant named John Gough and 
were later refined by the work of Frederick Taylor and his associates. 
However this system of Actual Costs was always a system of post 
mortems and had very little value for providing management with the 
tools for profit planning and control. 


Harrington Emerson suggested that costs should be stated in terms 
of what they ought to be and that variances therefrom should be set 
forth in terms of executive responsibility. Following this concept, G. 
Charter Harrison developed and installed the first Standard Cost 
System. Harrison’s system was based on ratios and did not sift out the 
effect of volume changes: thus the statement of variances in terms of 
executive responsibility was always confused by the unknown volume 
factor. 


In 1928 Ralph E. Case and a group of Westinghouse engineers 
developed the Flexible Budget |. a means of using standard cost variance 
for payment of the Westinghouse Key Man bonus. The Flexible 
Budget was tied: into the Standard Cost system by means of volume 
variances. This is the system that was so ably described by Mr. 
Richardson of the Canadian General Electric Company, Ltd. in Cost 
and Management, September 1954. 
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PRINCIPLES OF DIRECT COSTING 


Since 1936 Jonathan Harris has been advocating Direct Costing as a 
means of eliminating the confusion in costs due to volume variances and 
the distortion of the P & L due to carrying fixed charges in inventory. 

In 1940 Mr. C. S. Carney published a series of monographs on a new 
technique for Profit Planning which he called “P/V” (Profit/Volume) . 
This was used on a statistical basis in conjunction with Standard Costs 


and Flexible Budgets. 


In 1947 the control features of conventional Standard Costs and 
Flexible Budgets and the profit planning features of the “P/V” tech- 
nique were integrated with Direct Costing to provide in one system all 
of the advantages of the three techniques. This is called Basic Costs. 
The first installation of this system was made for Pittsburgh Plate Glass. 
Since that time it has been applied with outstanding success in a large 
number of companies and industries and is continuing to acquire new 
converts at a rapid rate. 

In discussing the theory of Direct Costing, the methods and 
techniques of Basic Cost Accounting will be used because here are given 
not only the advantages of Direct Costing but also the profit planning 
and control features of Flexible Budgets and “P/V”. 


The mechanics of Basic Cost Accounting are illustrated by Exhibit 
A. Cost centres are set up in terms of executive responsibility so that 
variances from standard are shown by responsibility. Constant and 
variable costs are kept separate; constant costs being charged to P & L 
as period charges while only variable (direct) costs are carried in 
inventory. Thus profit planning and policy decisions are kept in simple 
terms. 

Basic Cost Accounting (direct costing) avoids distortion of oper- 
ating results when volume changes. For example, in Exhibit B, using 
the same operating data, net operating profit is figured by the con- 
ventional “whole cost” method and by the basic or “direct” cost method. 
It can be seen that while sales are up fifty percent in the second period, 
and prices and costs are the same, conventional accounting shows a drop 
in profits due to carrying constant costs in inventory. Explanations of 
volume variances to non-accounting executives are of little avail; it 
doesn’t make sense to them. Results shown by Basic Costs are logical 
and require no such explanations. 

The “P/V” (Profit/Volume) technique, mentioned above, is an 
integral part of the system. This technique has been found to be of 
great help to management in analyzing the profit structure and in 
developing sound profit plans. 

The foundation of the “P/V” technique is the “P/V” Chart. This 
chart is constructed by plotting operating profit (or loss) against net 
sales for a number of periods. A line drawn through these points is the 
profit path. Exhibit E shows a typical “P/V” Chart. The point at 
which the profit path crosses the loss scale at zero sales volume is 
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Exhibit A 
DIRECT COSTING + STANDARD COST CONTROLS = BASIC COSTS 


worn ta Paocrss 


(At Variable Standard Cost) 


oisPosiT 
TO PROFIT AND LOSS STATEMERT 


Wet Sales 

Standard var: able Cost of Sales 
#Profit Contribution at Varable Standard 
-Labor and Expense Variances 

<Shrin 


“Het Operating Profit 





$75,000. This represents the total constant cost. (Depreciation, Super- 
vision, Rent, etc.). The sales volume at which the line crosses the zero 
loss scale is $375,000 which is the break-even point. The slope of the 
line is the “P/V” ratio and is 75 — 375 = 20%. This means that, on 
the average, each sales dollar provides a profit contribution of 20c to 
pay for the constant costs up to the break-even point and then provides 
a profit at the same rate. 
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Exhibit B 


DIRECT COSTING 
GIVES TOP EXECUTIVES THE FACTS OF BUSINESS LIFE 






































OPERATING DATA 1ST YEAR 2nu0 YEAR 
Sales - Units 2,000 3,000 
Production - Units 4,000 1,000 
Sales Price per Unit $ 10 $ 10 
Variable Cost per Unit $ 5 $ 5 
Constant Manufacturing Expenses $12,000 $12,000 
Constant Mfg. Cost per Unit (Std.) $ 3 $ 3 
Constant Selling & Administrative $ 2,000 $ 2,000 
CONVENTIONAL P & L lst YEAR 2wu0 YEAR 
Sales @ $10 $20,000 $30,000 
Cost of Sales - Standard @ $8 15,000 24,000 
Unabsorbed Burden - 9,000 
GROSS PROFIT $ 4,000 ($ 3,000) 
Selling & Administrative 2,000 2,000 
NET OPERATING PROFIT $ 2,000 ($ 5,000) 
"Basic"cost Pp &L lst YEAR 2n0 YEAR 
Sales @ $10 $20,000 $30,000 
Variable Cost of Sales @ $5 10,000 15,000 
Basic Margin 10,000 15,000 
Constant Manufacturing 12,000 12,000 
Constant Selling & Administrative 2,000 2,000 
NET OPERATING PROFIT ($ 4,000) $ 1,000 











The “P/V” ratio is a most effective management tool for measuring 
profitability. The higher the “P/V” ratio, the more rapidly a given 
volume of sales will cover constant expenses and provide a net profit. 
Therefore, with a going company, regardless of the theoretical “fixed” 
charges, the products that provide the highest “P/V” ratios, are the 
ones that produce the most profit. 
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Example: 

Which product would you push: 

Product A Product B 

Sales Price neacwes eee $1.00 $1.00 
Manufacturing Cost 

Variable $ .40 $ .30 

Fixed eb Pecdaws .30 .70 .50 80 
GROSS PROFIT ... $ .30 $ .20 

30% 20% 


Conventional “whole cost” accountants would tell you to push 
Product A Because it provides the higher gross profit. “P/V” analysis 
shows the fallacy of this! 


Product A Product B 


Sales Price - .. $1.00 $1.00 
Variable Cost .40 .30 
Profit Contribution $ .60 $ .70 
“p/y” 60% 70% 


To demonstrate that pushing Product B would result in a higher 
profit, compare the following actions: 











Pushing Pushing 
Product A Product B 
Sales (in Units) Units Units 
Product A 100,000 10,000 
Product B 10,000 100,000 
110,000 110,000 
Sales (in Dollars) 
Product A $100,000.00 $ 10,000.00 
Product B 10,000.00 100,000.00 
Total Sales ‘$110,000.00 $110,000.00 
Variable Cost 
Product A $ 40,000.00 $ 4,000.00 
Product B 3,000.00 30,000.00 
Total Variavle Cost $ 43,000.00 $ 34,000.00 
Profit Contribution : $ 67,000.00 $ 76,000.00 
Constant Costs : 50,000.00 50,000.00 
Net Operating Profits $ 17,000.00 $ 26,000.00 


Thus it can be seen that pushing the product with the higher 
“P/V” produces more net profit. 

The “P/V” technique not only provides the basis of profit planning 
and selective selling, but it provides simple answers to complex pricing 
problems. Comparison with industrial normals and long term trends 
also provide a sound measure of the basic strength of a company. 
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Finally the operating Profit and Loss statement is set up in terms 
of “P/V” relationships and variances from planned costs. This data 
is shown not only for the company as a whole, but for each major 
product division. 

Exhibit C shows a typical form of income statement for a Basic 
Cost application. While each such statement is designed to fit the 
individual needs of a company, this example illustrates the way control 
information is shown by product divisions. The “P/V” ratio is shown 
both at standard and actual for the total company and for each of the 
product divisions. Constant costs are shown; budgeted and actual. 
The break-even point for the company and for each product division 
can be readily determined by dividing the total constant costs by the 
actual “P/V” ratio; for example: 75,000 — .275 is 272,727. The margin 
of safety can be determined by dividing the operating profit by the 
profit contribution; e.g.: 32,500 — 107,500 — 30%. 

As stated above, all of the control features of the Flexible Budget 
have been retained in Basic Cost Accounting. However, the elimination 
of volume variances through Direct Costing makes it easier to explain 
and departmental supervisors can see more clearly how they contribute 
to the master profit plan. Budget standards are set for each centre of 
responsibility and periodic reports are made showing how well each 
key man is improving his cost picture. Each executive is charged with 
the items of expense which he can control and his cost and variance 
report shows only such items. The cost and variance report is usually 
designed for a clipper binder so that by spreading the reports each 
way, both trends of variances and trends of actual costs can be noted for 
each account. Exhibit D shows a typical statement. 

Business leaders all over the country are being converted to Basic 
Costs and Direct Costing at a rapid rate. These converts are finding a 
new outlook on cost control. No longer do they concentrate on “post 
mortems”. Instead, they are learning to ‘look ahead and plan for 
profits. Waste is prevented because each member of the management 
team, from the president to the lowest foreman, is watching his own 
contribution to the master profit plan. Emphasis on “pinch-penny” 
economy has given way to encouragement of increased expenditures 
for wise expansion programs, plant modernization and _ product 
development. 


FOR FURTHER READING 


ANOTHER LOOK AT DIRECT COSTING -—— N. M. Bedford, Cost and Management, 
January 1954. 

DIRECT COSTING IN FINANCIAL REPORTING — R. Wellington, American 
Institute of Accountants’ 66th Annual Meeting. 

DIRECT COSTING — N.A.C.A. Bulletin, Research Series, No. 23, April 1953. 

DIRECT COSTING AS A MANAGEMENT TOOL — C. R. Fay. American Institute 
of Accountants’ 66th Annual Meeting. 
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Appraisal of Management ... 


Part Two — The Role of Government Agencies 


By MicHart ALBEry, 
Professor, Boston College, Boston, Mass. 
In the first article of his series of three on Appraisal of Management, 
which appeared in the June issue, the author approached the problem 
of management appraisal from the point of view of business policies. 
Herein, he attempts to relate government controls and regulations to 
the evaluation of management. For this purpose he examines closely 
two major groups of government controls — those executed by the U.S. 
Department of Defence, particularly in connection with those concerned 
with suppliers; and those related to the protection of investors. 
: in world’s most potential buyer, the United States Government, 
is constantly evaluating managerial abilities before awarding 
contracts, 


Definite instructions with regard to the appraisal of managerial 
ability of suppliers can be traced to the activities of the so-called General 
Supply Committee in 1910. (See Federal Procurement Manual, p. 23). 
We find there a mention of “eligible manufacturers’ and also that 
“recommendations of awards to other than low bidder are to be supple- 
mented by explanations justifying such action, (e.g., an indication that 
the low bidder is not a responsible party or that he lacks the facilities 
for supplying the quantities required.) (See p. 52 of the Manual). At 
a later period, the second World War, the Manual refers constantly to 
“qualified suppliers”. (p. 155), to negotiations with “selected manufac- 
turers” (p. 182), to seeking out “desirable suppliers” (p. 204), to 
collaboration “with potential suppliers in analyzing production, cost 
and specification problems, etc.” (p. 205). These adjectives, “eligible,” 
“qualified,” “desirable,” “potential,” clearly ask the buyer, who is 
responsible for the spending of government funds, to evaluate and 
appraise the supplier. 


Management Improvement Program 

The Management Improvement Department has initiated a definite 
Management Improvement program, defining Management Improve- 
ment “as any change that results in improved efficiency, effectiveness, or 
economy”. (See Introduction to Management Improvement program, 
Sept. 15, 1952). Though the management improvement programs are 
meant first of all for the internal activities of the Department, they are 
certainly also valuable to those entrusted with the evalution or appraisal 
of prospective and current suppliers. 

Regular management improvement courses have been organized. 
These courses embody planning, organizing, directing, coordinating and 
controlling of management functions. Schedules have been prepared for 
use in the management training program and at the same time for inter- 
view purposes—when conducting management field audits. These 
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schedules are meant to assist “in evaluating local management functions 
and techniques.” To illustrate the depth and range of thought of a 
management function schedule, we will cite a few excerpts from one 
of the manuals. Under the heading—-Organizational and Functional 
Charts—the following questions are raised :— 

A. What is the mission of the section or unit? 

B. Are charts up-to-date and properly authenticated? 

C. Do charts give a true picture of the organization? 

1. Does the chart reflect any new functions added? 
2. Does the chart reflect any functions that have ceased to 
exist in the department? 

D. Is the span of control violated? 

E. Are sections and individuals homogeneously grouped? 

F. Violation of unity of command: 

1. Ask five subordinates whether they know who their 
immediate superior is. Who assigns your jobs? 
Who else sometimes assigns you jobs? 

2. When they have problems, whom do they take them to? 

G. Do the charts reflect good practices in the mechanics of 

chart making? 

H. Do functional charts list major responsibilities in each 

block? ° 
Above questions may apply to the unit a man is working for or may be 
raised in an interview with a prospective supplier. 

The heading “Controlling Function” in one of the manuals is sub- 
divided into subtitles and each subtitle into several questions. The whole 
reads as follows:— 

I. Control Devices— 
A. Are there any evidences that control devices are being 
used to: 
1. Indicate progress of production? 
2. Indicate below standard performance? 
3. Meeting “due-dates?” 
4. Lost men-hours ,absenteeism) ? 
5. Indicate progress of training of the workers towards 
meeting standards? 
II. Standard of Production— 
A. Are these standards set for various jobs in the organization? 
(Check 3-5 jobs). 
1. Have subordinates been informed of the standards set, 
and are they.meeting the standards? 
2. What training hs been accomplished to assist the work- 
ers in meeting the standard set? 














APPRAISAL OF MANAGEMENT 


3. Is there a systematic procedure for follow-up, to deter- 
mine whether re-assignments of personnel should be 
made, because of failure to meet standards? 

1. Have there been any recent job method improvements 
made to assist the workers in meeting standards? 

B. What is your method in setting standards? 

1. Do you have a good operator do several of the typical 
jobs and in turn set this amount as the standard? 

2. Do you look at the job and set the standard yourself? 

3. Do you have a good operator do several of the typical 
jobs and then lessen the quantity for the average worker 
in terms of the safe work load? 

4. Do you compare the quantity and quality of your pro- 
duction with that of another section doing identical jobs? 


Evaluation Program In Action 

The U.S. Defense Department is appraising management not only 
before awarding contracts but also while the goods are being produced 
and delivered. A “facility capability” examination is conducted to assure 
that each prospective supplier is properly set up to deliver the right 
quantity in required quality at the desired time. The examiner, aware 
of his responsibility of spending taxpayers’ money dependably, has to 
rate first of all the facilities, i.e., the adequacy of the prospective sup- 
plier’s equipment for the manufacturing of the goods to be purchased. 
Should the facilities not be wholly adequate and a government loan 
may enable the prospective supplier to improve or increase his pro- 
duction facilities, the examiner is expected to report accordingly. 

Besides an examination of the production facilities the examiner 
is required to investigate the engineering capabilities, the availability 
of a delivery scheduling plan, the availability of the needed manpower 
and of the special skills, the adequacy of the quality control set-up and 
the adequacy of the accounting system. With regard to the financial 
stability of the prospective supplier. the survey is expected to reveal 
whether it is “sufficient to perform the contract being considered for 
award.” Futhermore, it is expected to reveal whether the business prac- 
tices of the prospective supplier are considered satisfactory. A firm of 
ill repute will hardly be able to secure the awarding of contracts. 

How the business practices are to be ascertained is a matter which 
has to be left to the initiative and ingenuity of the examiner. Past 
experiences with regard to delivery dates, quality, rehabilitation of the 
rejected items—are all criteria for the judgment of the business practices 
and perhaps the most accessible proof of managerial ability. Lack of 
cooperation between engineering and production, badly designed and 
disregarded schedules. lack of funds and credit facilities to pay the 
suppliers and the resulting difficulty in getting supplies, inadequate 
quality control—all reflect on managerial ability and influence the 
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contract-awarding agency. The examination of “business practices” can 


easily encompass almost the whole field of management appraisal. 


Quality Control Aspect 

To assure that products bought by government agencies are de- 
livered in right qualities, quality control instructions have been issued. 
One of these instructions stipulates that it is the duty of the quality 
control inspector to “render guidance to the contractor in his inter- 
pretation and application of quality control and other related con- 
tractual requirements.” It also mentions that “it is necessary that 
contractors” quality control systems be carefully and continuously 
evaluated. Furthermore it states that the Government inspector “is 
responsible for having a thorough knowledge of the contractor’s quality 
control system, engineering and production methods and for observing, 
analyzing, evaluating and reporting on methods and procedures which 
constitute an improvement over those presently in use.” The inspector 
is required “to participate in surveys of prospective contractor’s facilities 
for the purpose of determining the contractor’s ability to perform in 
accordance with contractual requirements.” He is further required to 
report to higher authority “wastage, damage, losses and other uneconomi- 
cal conditions”, to “evaluate the contractor’s tooling and gauging policies, 
procedures and related methods of application”, to ascertain that the 
“statistical quality control procedures and applications are effective. 
reliable” and to make “recommendations for corrective actions”. (To 
the best of our knowledge reciprocal inspection agreements exist between 
the U.S. and the Canadian authorities, so that in both countries the same 
rigorous requirements prevail). 

The taxpayer reading above lines must gain the conviction that the 
utmost is being done to assure the most careful and effective use of his 
money. Those who have had contact with government quality control 
authorities will certainly admit that their competent personnel, 
thoroughly trained to be efficient and “diplomatic”, have contributed 
to improvements in quality control methods. This result has been 
achieved by requiring the inspection personnel to evaluate, appraise 
and then improve the particular aspect of managerial activities related 
to methods of production and to the quality of products manufactured. 


Accounting Surveys 

Not less rigorous than the quality control regulations are those re- 
ferring to the managerial appraisal of the financial aspects of procure- 
ment. The contract audit manual of the Department of Defense stresses 
the necessity to ascertain “the extent to which reliance can be placed 
on the contractors internal controls and accounting practices”. “Internal 
control is defined as the plan of organization and all of the coordinate 
methods and measures adopted within an entity to safeguard its assets, 
check the accuracy and reliability of its accounting data, promote opera- 
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tional efficiency, and encourage adherence to prescribed managerial 
policies”. (p. 301 Contract Audit Manual). 

A survey of a contractor’s accounting practices is expected to be 
made “at the initial phase of an audit assignment”. When used to maxi- 
mum advantage the survey, together with acceptance by the contractor 
of auditor’s recommendations for improvement, should permit a reduc- 
tion in the detailed audit work to be performed”. The auditor is not 
confined to the passive role of a fact-finder and reporter: According to 
the letter and the spirit of the Manual, he is expected to make sugges- 
tions for improvement, should he think improvement be necessary. 
“Good judgment is expected from the auditor in deciding what sug- 
gestions should be made to the contractor in order to reduce the auditors’ 
workload to the extent practicable under all circumstances”. (p. 305). 


Though the emphasis is on the reduction of the audit workload, 
the improvements which will deminish this workload will also con- 
tribute to the improvement of the system. As “the most important from 
the auditor’s standpoint is the accurate accumulation of costs applicable 
to each contract”, he has to gear his attention to the way the costs are 
heing incurred and compiled. The elements of cost being material, labor 
and overhead,—the auditor is told in the manual—with regard to 
material—to look into the purchasing procedure, the material receiving, 
inspection, handling, storage, controls, withdrawals, scrap. With regard 
to labor he is expected to look into the personnel records and _ pro- 
cedures, into timekeeping, payroll preparation. With regard to over- 
head he is expected to ascertain that the unallowable costs are segregated 
from costs applicable to the contract, ete. 


The survey of contractors’ internal controls and accounting practices 
prescribed in the Contract Audit Manual is in itself almost equivalent 
to a management audit or appraisal. The auditor is expected to make 
comments on the results of his survey and include specific comments as 
to weaknesses in internal control. No shackles are set to his initiative. 
Accounting is a major gear, closely connected with the other gears of 
an organization and in immediate touch with most of them. An account- 
ing audit, made in accordance with the requirements of the Manual, 
has to provide data relative to the important phases of production. On 
page 3 of the Survey of Contractor’s internal controls and accounting 
practices the auditor has to answer the following questions: 

“Are separate cost accounts maintained to record starting load 

costs, rearrangement, tooling, training, abnormal rejects and 

spoilage, ete.? 

“Are work orders used for the following classes of work: 

a) Preproduction costs? 

b) Tooling costs? 

c) Experimental research and development costs? 
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d) Designing and engineering project costs? 

e) Costs of reworking vendor’s material? 

f) Costs of reworking defective work in process? 

x) Major plant repairs, rearrangement, or installation of new 
equipment?” 

Should an audit reveal that the accounting system of a contractor 
cannot provide the requested information, improvements in the systems 
have to be introduced. These improvements will ultimately mean not 
only “additional statistical data”’—but will mean improvement of 
managerial efficiency. By asking above questions and by contacting not 
only the accountants of the contractor, but also the tool, research, and 
engineering supervisors to assure that the flow of information is reliable, 
the auditor’s activity may amount almost to a survey of management. 
The survey accomplishes its purpose if it is not only fact-finding, but 
also conducive to improvements. 

An evaluation of the methods used by the Defense Department 
could best be made by those who can see the actual results in a series 
of concrete cases. For obvious reasons this kind of information is not 
readily available. There is no doubt, however, in the author’s mind 
that a great contribution to the advancement of management has been 
made by the Department surveys. These surveys have been eye-openers 
to the smaller companies. They have also been an inspiration to larger 
enterprises, where financial success has diverted management’s attention 
from the long-range usefulness of proper managerial controls. 


Controls Through Appraisal 

After mentioning one field (procurement) in which a thorough job 
of management appraisal and improvement is undertaken by one Federal 
Agency—it seems proper to scan the broad field of governmental control 
activities and find out where and to what extent other agencies are 
authorized to appraise management or managerial actions. We have 
witnessed the growth of federal power during the last few decades. Prac- 
tically every field of economic activity is subjected to some statutory 
supervision. Some statutes are of a disclosure, others of a regulatory 
character. Most of the states have taken up the protective cudgel also 
and may apply it energetically if necessary. 

Any step taken towards the protection of the investor, user of public 
carriers, depositor of savings, purchaser of drugs, ete., gives to the 
authorities power to investigate. The breadth and depth of an investiga- 
tion depends upon the teeth embodied in the statutes and the personal 
initiative and knowledge of the investigator. Almost any of the investi- 
gations may branch off into an appraisal of management, whether it 
concerns the activities of a large corporation or the actions of an 
individual. The persuing of the field appears to be a gratifying task. 
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APPRAISAL OF MANAGEMENT 
Investors’ Protection 


In connection with the protection of the investor the federal authori- 
ties have the right to request a full disclosure of facts. The forms S-1 
of the Securities and Exchange Commission (Registration Statement 
under the Securities Act of 1933) requests a list of all directors and 
executive officers and the positions and principal occupations of these 
men or women during the last five years. In another form (33-3466) the 
Commission requires information regarding possible convictions, injunc- 
tions and fraud orders. Form 10-K of the SEC with regard to the filing 
of annual reports requires under item 6 information regarding the 
business experience of executive officers. 


It is unlawful for any person convicted within ten years of any 
felony or misdemeanor to act as underwriter, broker, dealer, invest- 
ment adviser. These persons, however, may file with the Commission 
an application for an exemption. The Commission then performs an 
appraisal function: it appraises whether and to what extent “the con- 
duct of such person has been such as not to make it against the public 
interest or protection of investors to grant such application.” The method 
used will depend on circumstances and is subject to the initiative and 
personal approach of the examiners or investigators, working on each 
particular case. 

When a stock is being offered in various states, a registration with 
state authorities is required. Some of the so-called blue-sky laws are 
rather strict and others lenient, but where the SEC can only require a 
disclosure of facts, State Commissions, on basis of blue-sky-laws have 
wider powers. In Kansas registration of securities may be done 
either by notification or by qualification. Admissable to registration 
by qualification are practically all “blue chip” securities. The Corpora- 
tion Commission of Kansas has the statutory authority over all regis- 
trations (whether by notification or by qualification). It may make or 
procure a detailed investigation and audit of the affairs of the issuer and 
any guarantor. (See Loss, p. 36, Sec. Reg.) It is evident that the Kansas 
Commission has the power to make management appraisal and reject 
a registration if the appraisal falls out unfavorably. 

The California blue-sky laws are very strict, but as Nevada is not 
too far, offers and actual deals may be effected in Nevada. The sharp 
teeth of the California law thus do not get a chance to inflict punishment 
on those who act against the public interest in connection with fraudu- 
lent deals in securities. 

“The Pennsylvania Securities Commission may require evidence 
satisfactory to the Commission concerning the financial responsibility 
of a dealer. An application may be denied if the applicant is not of 
good repute, or if the proposed plan of business is unfair, unjust, or 
inequitable, or if the applicant is not of sufficient financial responsibility 
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to deal safely with the public.” With regard to salesmen of securities- 
the application must be accompanied by “satisfactory evidence as to 
repute, fitness, and qualifications.” (See Louis Loss, Sec. Reg. p. 29). 


The Investment Companies Act of 1940, in the sections referring to 
investment advisers, goes one step further; it requires information about 
education, business affiliations for the past five years, etc., also whether 
the prospective investment adviser has been convicted of any felony or 
misdemeanor within ten years of the filing of his application. The law 
requires a full disclosure of facts. The appraisal is left to the public. 
The Commission has the right, however, to deny registration, to revoke 
or suspend registration, if the Commission finds that such denial, revoca- 
tion or suspension is in the public interest. While an applicant for an 
investment adviser’s registration has to state his education, even if he 
has very little formal education, his application cannot be rejected on 
this ground by the SEC. We understand that some of the investment 
advisers do have little education. The public is at liberty to check 
their background by examining the records of the SEC. Whether this 
is being done and to what extent, is an open question. 

The investment advisers have to register also with the States Com- 
missions, and in some of the states an appraisal of their ability is man- 
datory. California, Minnesota and North Dakota require that invest- 
ment advisers satisfy the authorities that they have the necessary ex- 
perience and qualifications, (See Loss) to perform advisory functions. 
The California law requires of a petitioner seeking an investment counsel 
licence that he submit in his application “a succinct statement of facts 
showing that the applicant and each of its managing officers and agents 
or partners, as the case may be, is of good business repute and possessed 
the experience and education which would qualify him to act as invest- 
ment counsel and the general plan, character and method in which 
applicant proposes to conduct its business. (See Commerce Clearing 
House p. 4309, Law 1917, Chpt. 532 Sec. 9, as amended, Act 3814). 

An investment adviser who predicts future developments by observ- 
ing the sun, and later switches to the moon, may not have his licence 
revoked on these grounds by the SEC. He will hardly have any luck 
with the California authorities. The allusion to an advisor who predicts 
future developments by observing the moon, is not purely academic. 
An advisory service of this kind does exist and finds enough gullibk 
clients to prosper! 

Forty-four States Commissions have the authority to license dealers, 
brokers and salesmen, and thus perform appraisal functions. Forty-three 
States Commissions require registration by qualification, which also pro- 
vides the possibility to appraise management. Nevada and Delaware 
have not special agencies concerned exclusively with investment prob- 
lems. Thus most of the States Commission have the power to grant. 
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revoke, suspend dealer, owner, salesmen licences, examine business 
practices, financial status of issuer and dealers. 

Still the mass of state legislation referring to registration of securi- 
ties, brokers, dealers, salesmen, etc., did not prove to be adequate in 
a large interstate economy like ours. Though in many states statutory 
authority is available to audit and appraise, little use of this authority 
seems to have been made. There are so many exceptions to the blue- 
sky-laws, that they become ineffective. Some states, for instance, exempt 
from registration all listed securities, others exempt all utility-holding 
companies, etc. Furthermore, many appointments in the States Com- 
missions are of a political nature. The turnover of personnel is for this 
reason high. After gaining a certain amount of competence, an appointee 
may have to leave the job and a new appointee starts to learn all over 
again. The appointees thus fail to make use of the power granted by 
the statutes, so that the laws remain but indications of the good inten- 
tions of the law makers, 

Not many of the cases the Commissions deal with hit the headlines, 
as the culprits are requested to turn in their licences—or face revocation. 
Aware of the consequences, the culprits prefer to liquidate their business. 

The Canadian Dominion Companies Act of 1949 is a disclosure 
statute, like the U.S. 1933 and 1934 Acts. The provincial acts are of a 
regulatory character, but they cannot prevent sales in provincial 
territory of Dominion-incorporated Companies. The Provinces have, 
however, Securities Acts (sometimes called Fraud Prevention Acts), 
which are similar to the blue-sky-laws of the States. The regulatory 
character of these statutes gives Provinces the power to supervise dealers, 
brokers and salesmen. Brokers. dealers and salesmen have to register: 
their competence is checked. No deals in Provinces can take place with- 
out the intervention of a registered broker and by exercising control over 
the channels of trade, the Provinces actually control the sales of 
securities. 


Other Agencies and Management Appraisal 

The Federal Trade Commission, devoted to the fight against unfair 
methods of competition, unfair and deceptive acts and practices in 
commerce, has wide investigative powers. It can investigate the organiza- 
tion, business, conduct, practices and management of any corporation 
engaged in commerce, except banks and common carriers. An examiner 
or investigator of the Commission. working on a case, may have to 
perform a thorough management audit, in order to find out whether 
a claim is justified or not. 

The Comptroller Of The Currency has the right to remove from 
office a director, or officer who has been violating the law or indulging 
unsafe and unsound business practices (See National Bank Act, p. 980, 
USCode, ed. 1946). Before resorting to above measures, an investigation 
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has to take place. This investigation implies a management audit or an 
appraisal of managerial activities. 

The Interstate Commerce Commission also has at its disposal broad 
powers to inflict punishment for offenses: a carrier, his officer or repre- 
sentative, who knowingly fails or neglects to obey certain provisions, 
may be severely penalized. Before penalizing, the managerial actions 
which lead to punishment have to be examined, in other words some 
kind of an audit or appraisal of the managerial activities has to take 
place. 

In the field of insurance the legislatures have given to State Insur- 
ance Commissioners broad powers to administer the law in any way 
which will best promote the interest of people. The Commissioners 
have the right te examine all the activities of the Insurance Companies, 
pass upon their incorporation, licensing, check their investments and 
deposits, investigate their cost of doing business, examine and license 
brokers and agents, settle disputes between companies and insured. 
Furthermore they have the right to check upon the wording of policies 
and have the right to regulate the rates. The Insurance Commissioner 
is practically “breathing down the neck” of every insurance executive. 
He is constantly supervising managerial actions. Supervision and 
appraisal are so close to each other that it is difficult to ascertain where 
one ceases and the other starts. 

To protect purchasers of real estate several States have promulgated 
license laws. The objectives of these laws is to protect the public from 
incompetence and dishonesty. By submitting the brokers and salesmen 
to examinations and by checking their past records, the licensing authori- 
ties are appraising their fitness to serve the public. They also protect 
the real estate business, as they contribute to the elimination of un- 
desirable elements. Unfortunately only in sixteen States an examination 
is required by statutes. Only ten States require a bond. Thirty-three 
States and four Provinces in Canada require license fees in some form 
or other. The fact that a fee has been paid does not provide the 
assurance that the fee has been collected from a competent and trust- 
worthy individual. Though we are concerned here with functions of 
authorities, it should be mentioned in all justice that the National 
Association of Real Estate Boards “has continued to sponsor and support 
the idea of licensing brokers”. (See Real Estate Handbook, Holmes. 
p. 391). 

Colleges and Universities in the United States and Canada have 
greatly contributed to the improvement in managerial quality in both 
insurance and real estate fields. Courses preparing for the C.L.U. and 
the C.P.C.U. examinations as well as courses on real estate law, manage- 
ment, finance, valuation are offered by many colleges and undoubtedly 
have helped in raising both fields to the level of professions from that 
of respected trades. In addition, in the field of public utilities, public 
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carriers, savings deposits, agriculture, taxation, federal and state agencies 
have broad powers to investigate. Though the ascertaining of managerial 
quality is not their aim, they are ipso facto concerned with it. 

Summary 

No pretense is made by the author of having treated exhaustively 
the whole broad field of government controls and their links with man- 
agement appraisal and improvement. The most important fields have 
just been mentioned cursorily in order to stress one major point, namely 
that government agencies are appraising management and thus have 
contributed to improvement in managerial quality. 

To cope with regulations and controls essential tools of manage- 
ment have to be provided. Accounting systems have to be modernized, 
adequate cost systems installed, budgetary controls established, inventory 
controls kept in most appropriate manner, quality control methods 
installed or modernized, production controls properly installed and all 
records kept up-to-date, estimating methods set-up, procedures care- 
fully prepared, policies established, plan and objectives clearly designed. 

It is no secret to the reader and author that a management audit 
in many an enterprise would reveal shortcomings in ‘most of the above 
mentioned fields. Nor is it a secret that more and better employment 
possibilities to professionally trained accountants, cost men, inspectors, 
ete., have been provided in the enterprises working for government 
agencies, due to the necessity to conform to strict government regula- 
tions and controls. We hear often complaints about the increase of 
government controls. We do not recall having ever read anything about 
the beneficial influence of these controls and regulations on the quality 
of management! It is not the intention of the author to plead for 
controls. Foe and friends of controls. however, have to admit that the 
level of managerial efficiency has been raised due to the necessity of 
complying with these controls. 


FOR FURTHER READING 


AN APPRAISAL OF MANAGEMENT — Business Policies by Michael Albery; 
Cost & Management, June 1954. 

HOW WE’RE DOING IN MANAGEMENT DEVELOPMENT -~ Report of American 
Management Association Survey on Management. Factory Management & Main- 
tenance, Aug. 1954. 

BUSINESS LEADERSHIP AND A CREATIVE SOCIETY A. T. Collier, Harvard 
Business Review, Jan.-Feb. 1953. 

MANAGEMENT AT MID-CENTURY American Management Association, General 
Management Series, No. 169. 


363 











Student Section... 


EXAMINATIONS, 1954 — ACCOUNTING II 


QUESTION | (15 marks) 
The following are the condensed trial balances of the A Mfg. Co. Ltd. as at 31st 


December, 1953 and 1952: 
A MFG. CO. LTD. 


Condensed Trial Balances 
As at 3lst December 
52 











Debits 1953 
Cash $ 1,000.00 $ 1,500.00 
Bank 4,000.00 
Accounts receivable net 76,500.00 66,600.00 
Land 21,000.00 31,000.00 
Government of Canada Bonds 70,000.00 50,000.00 
Prepaid insurance 7,620.00 4,860.00 
Inventories 69,750.00 62,530.00 
Buildings at net depreciated value 93,000.00 76,000.00 
Machinery and equipment at net depreciated value 167,000.00 138,000.00 
Office renovations less amounts written off 3,600.00 3,960.00 
Dividends paid 16,050.00 10,000.00 

$529,520.00 $444,450.00 

Credits 
Bank overdraft $ 6,000.00 
Bank loan $ 30,000.00 40,000.00 
Accounts payable and accrued charges 57,030.00 59,950.00 
Capital — 5% preferred shares par value $100.00 125,000.00 100,000.00 

Common shares no par value 140,000.00 100,000.00 

Surplus 68,800.00 51,440.00 
Profit for the year 33,690.00 22,060.00 
50,000.00 50,000.00 


Reserve for contingencies 
Taxes on income payable 


25,000.00 15,000.00 


$529,520. 00 $444, 450.00 


Additional information: 

(a) 1. During the year buildings having a net depreciated value of $3,000.00 were 

sold for $4,800.00. 

2. Machinery and equipment having a net depreciated value of $9,000.00 was 

sold for $7,500.00. 

3. Land which cost $10,000.00 was sold for $15,000.00. 

(b) Depreciation was provided during the year in the amount of $15,360.00. 

(c) During the year ended 31st December, 1953, the company sold for cash 250 of its 
5% preferred shares at $100.00 per share and 40,000 no par value shares at $1.00 
per share. 

REQUIRED: 

Management is unable to understand why they have not been able to decrease 
their bank indebtedness more than $10,000.00 in view of the substantial funds received 
in the form of proceeds from the issue of shares and sale of fixed assets plus a 
reasonable margin on profit. You are requested to submit a statement to manage- 
ment setting out the various sources and application of funds organized in such a 
way as to answer the question raised. 

SOLUTION 

A MFG. CO. LTD. 


Sourcés of funds which might have been utilized as a reduction of the bank loan 


Proceeds from sale of preferred shares $ 25,000.00 
Proceeds from sale of common shares 40,000.00 
Net profit for the year 33,690.00 
Proceeds from sale of fixed assets 27,300.00 
Depreciation and amortization 15,360.00 
Increased taxes on income payable 10,000.00 

$151,350 350. 00 
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Utilized as Follows 


Purchase of fixed assets . ; a ee ee $ 73,000.00 
Payment of dividends .. ; , © 16,050.00 
Reduction of bank overdraft o 6,000.00 
Increase in cash on hand and in bank ... 3,500.00 
Increase in accounts receivable . . os 9,900.00 
Increase in marketable securities 20,000.00 
Increase in prepaid insurance ; 2,760.00 
Increase in inventories 7,220.00 
Decrease in accounts payable and accrued charges 2,920.00 

$141,350.00 
Net application of funds in decrease of bank loan $ 10,000.00 
COMMENTS J. D. CAMPBELL, University of Alberta 


Question I was not well answered. Both form and content were deficient. An 
average mark of 7.7 was obtained out of a possible 15 marks. Twelve students out of 
the 310 candidates either did not try this question or received zero for their efforts. 


The primary difficulty arose from a failure on the part of the student to realize 
that the information given in the problem for the profits and the dividends paid for 
the year ending 3lst December, 1952 were merely required to determine the earned 
surplus balance at Ist January, 1953. The first step which was necessary was to 
develop the following data. 


Earned surplus Ist January, 1953 : $ 63,500.00 
Add profit on sale land 

($51,440.00 + $22,060.00 — $10,000.00) $ 5,000.00 
Profit on sale buildings ; : 1,800.00 
6,800.00 

Less loss on sale of machinery 1,500.00 5,300.00 

Surplus balance as shown on 1953 statement 68,800.00 

Add: Profit for year 1953 33,690.00 

$102,490.00 

Less dividends paid 1953 16,050.00 

Earned surplus 31st December, 1953 ae 86,440.00 


Once this step is accomplished then the student would have realized that the 
profits or losses on the disposal of the fixed assets would merely be offsets against 
the entries in the surplus account and would be considered in determining the pro- 
ceeds from sale of the fixed assets ($5,300.00 + $12,000 = $17,300.00). 


The second point of difficulty arose in an attempt to separate the various fixed 
asset items as to acquisitions. As the depreciation charge was not segregated this 
was not possible and all the fixed assets other than lands had to be treated as a unit. 


Net increase in buildings, machinery and office renovations .... $ 45,640.00 
Add: Depreciation provided for year ... 15,360.00 

Net book value of fixed assets disposed of : 12,000.00 
Expenditure on fixed assets during the year iad $ 73,000.00 


The question proper requested that the statement submitted to management was 
to be organized in such a way as to answer the question raised. This instruction was 
not followed but the student was not penalized for this point but given full credit 
for the amounts submitted, irrespective of the form in which they were presented. 


The answers submitted indicated that the student had failed to grasp the nature 
of the items with which he was dealing and what the statement was actually designed 
to show. The answers submitted appeared to reflect merely a mechanical attempt on 
o part of the candidate and indicated that he did uot understand what he was 

oing. 
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QUESTION I! (15 marks) 


A manufacturing company closes its accounts on December 3l1st, 1953, for the 
year. The following are the debits to the profit and loss account: 


Raw material on hand Ist January, 1953 $ 12,500.00 
Finished goods on hand Ist January, 1953, 1600 units at $30.00 48,000.00 
Purchases of raw material during year 62,500.00 
Direct labour .. 82,500.00 
Manufacturing expenses —- Sundry 23,000.00 
Agents’ commissions 90,000.00 
Branch expenses for the year 40,000.00 
Selling expenses .. . 30,000.00 
Bad debts written off 8,000.00 
Depreciation on manufacturing machinery and plant 5,500.00 


The sales for the year 1953 were 6,000 units, yielding $540,000.00. 
The raw materials inventory December 31st, 1953, at cost was $4,000.00 and the 
finished units in stock ready for sale numbered 800. 


REQUIRED: 
Prepare statements showing: 
(a) The number of units manufactured during the year. 
(b) The cost per unit, 
(c) The gross profit for 1953 using the first in first out method of inventory 
valuation. 








SOLUTION 
(a) No. of units in finished goods 31st December, 1953 800 
No. of units sold during year 6,000 
6,800 
Less number of units inventory January Ist, 1953 1,600 
No. of units manufactured 5,200 
(b) Raw material cost 
Inventory January Ist, 1953 $12,500.00 
Purchases 62,500.00 
75,000.00 
Less inventory 3lst December, 1953 4,000.00 $ 71,000.00 
Direct labour 82,500.00 
Overhead: Sundry $ 23,000.00 
Depreciation 5,500.00 28,500.00 
Cost of goods manufactured 182,000.00 
Unit cost of manufacture 35.00 
(c) Cost of goods sold 
Inventory finished goods lst January, 1953 $ 48,000.00 
Production sold during year 4,400 x $35.00 154,000.00 
$202,000.00 
Sales $540,000.00 
Less cost of sales 202,000.00 
Gross trading margin 338,000.00 
COMMENTS J. D. CAMPBELL, University of Alberta 


This question was well answered in the majority of cases. An average mark of 
11.5 was obtained out of a possible 15 marks. Thirteen candidates either did not try 
this question or received zero for their efforts. 

Where the candidate made a mechanical error in the question he was given credit 
for the procedure followed even though the answer obtained was not correct. 

Some candidates were unable to caleulate the number of units manufactured 
during the year due to a failure to treat the opening and closing units of inventories 
of finished goods in a correct manner. In some instances the student indicated a lack 
of understanding as to what items entered into the computation of the cost of goods 
manufactured required in arriving at the unit cost of goods manufactured. 
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QUESTION III (12 marks) 

The A B Co. Ltd. had valued its merchandise inventories at cost up to and 
including December 31, 1951. The inventories at December 31, 1952, and December 31, 
1953, were valued on the basis of selling price less 20%. 

On this basis the merchandise inventories were valued as follows: 

On December 31, 1952 — $110,660.80 
On December 31, 1953 — 105,157.12 

Sales during 1953 were $333,379.60. 

Purchases of goods (at cost) in 1953 were $244,875.00. The gross profit margin 
has remained constant during the years 1952 and 1953. 


REQUIRED: 
Using the foregoing information calculate: 
(a) the value of inventories at cost on December 31, 1952, and December 31, 
1953, showing the particulars of changes, if any, from the figures prepared 
by the company. Show your calculations. 


(b) gross profit for the year 1953 on the basis of the inventories valued at cost. 





SOLUTION: 
Inventory, December 31/53 at selling prices ($105,157.12 x $1.25) $131,446.40 
Sales during year 333,379.60 
464,826.00 
Inventory, December 31/52 at selling prices ($110,660.80 x $1.25) 138,326.00 
Purchases in terms of selling prices 326,500.00 
Purchases at cost es 44,875.00 
Purchases as a percent to sales 5% 
(a) aa 
Inventory Values 
Decrease 
As Per At Cost Company 
Company Basis Amount Inventory 
December 31st, 1952 $110,660.80 75/80 $103,744.50 $ 6,916.30 
December 31st, 1953 . 105,157.12 75/80 98,584.00 6,572.32 
(b) Sales 333,379.60 
Cost of Sales 
Inventory — Jan. Ist, 1953 103,744.50 
Purchased during year 244,875.00 
348,619.50 
Inventory — December 31, 1953 98,584.80 
Cost of Sales 250,034.70 
Gross Profit _$ 83,344.90 
COMMENTS J. D. CAMPBELL, University of Alberta 


Of all the questions involved this question presented the major difficulty. An 
average of 4.6 marks was obtained by the candidate out of a possible 12 marks. One 
hundred and seventeen candidates either did not try this question or received zero 
for their efforts. The candidates in these latter cases did not seem to realize how to 
approach the problem. 

The primary difficulty encountered by the student rose from a failure to under- 
stand the information which was given in the question. The basis on which the 
inventories were valued was given. The candidate failed to realize that a relationship 
re mark up could only be valid where the items involved were the same. In the case 
in question this relationship was established for the purchases at cost and retail. 

As in all cases, the candidate was not penalized completely where mechanical 
errors occurred. The candidate was given credit to the extent that his solution 
indicated a grasp of the principles involved. 
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COST AND MANAGEMENT 


QUESTION VI (10 marks) 


(a) Brown Limited purchased readily marketable securities in 1952 for $50,000. 
In June, 1953, these securities had a market value of $65,000. The treasurer insisted 
that the balance sheet as of 30th June, 1953, should have shown these securities as 
$65,000 since they were just as good as cash to that amount. Explain with reasons, 
what should have been done. 

(b) R. I. Kelly wishes to estimate the cost of merchandise lost by fire on March 
7th. Merchandise inventory on January Ist was 340,000. Purchases since January Ist 
were $35,000; freight in $3,000; purchase returns and allowances $2,000. Sales are 
made at 25% above cost and totalled $42,000 to March 7th. What was the cost of 
merchandise destroyed? 


SOLUTION: 

(a) The securities should be valued on the Balance Sheet at cost, namely 

$50,000, because: 

1. Valuation at $65,000 would anticipate a profit not earned. 

2. In principle, there is little difference between receiving an order for any kind 
of goods (other than marketable securities) and goods in the form of market- 
able securities. If, for example, we deal in radios, we do not make a profit 
until the article is sold. 








2. Security values often fluctuate far beyond changes in net book values of the 
company, or earnings expectancy. What is to prevent security values follow- 
ing to their original cost the day after the balance sheet data? If the 
securities were valued at $65,000, it would mean taking a book profit of 
$15,000 in one period and losing it in the next. 

(b) Sales $ 42,000.00 
33,600.00 

Inventory January Ist $ 40,000.00 

Purchases January Ist to Mar. 7th $ 35,000.00 

Freight in 3,000.00 

$ 38,000.00 
Returns and allowances 2,000.00 36,000.00 
76,000.00 
Estimated Cost of Sales (above) 33,600.00 
Estimated Fire Loss $ 42,400.00 
COMMENTS J. D. CAMPBELL, University of Alberta 


An average of 6.5 marks was obtained for this question, out of a possible 10 
marks. Twenty-four candidates either did not attempt this question or received zero 
for their efforts. 


The major discrepancy in the answers submitted was in the explanation of the 
reason for the suggested treatment of the valuation of the marketable securities. 


The majority of the candidates had little difficulty with the calculation of the 
fire loss division of the question although some encountered difficulty in converting 
the mark up expressed as a percentage of cost to the mark up expressed as a 
percentage of selling price which was required in answering the question. 
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